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MANCHESTER  STATISTICAL  SOCIETY. 


the  Fost‘Panic  Period  1866-70. 

By  Me.  John  Mills. 

[Read  March  8th,  1871.] 


On  the  11th  December,  1867,  a paper  was  read  before  this  Society 
on  the  subject  of  Credit  Cycles  and  the  Origin  of  Commercial 
Panics,  in  which  an  attempt  was  made  to  subject  to  orderly  investi- 
gation a class  of  events  which,  while  of  deeply  painful  interest 
to  commercial  and  other  portions  of  society,  had  till  then  been 
mainly  regarded  as  mere  items  in  the  great  chapter  of  accidents, 
equally  beyond  the  scope  of  calculation  and  remedy.  By  careful 
observation  of  recurring  facts  we  came  upon  the  trace  of  certain 
uniformities  in  time  and  succession,  which  again  led  us  inductively 
to  the  inference  of  an  underlying  force,  tending  always,  under 
much  incidental  mutation,  to  produce  the  same  regular  progression 
of  events.  Of  course  in  this  process,  conducted  in  a field  so  novel 
and  difficult,  with  irregular  circumstances  cropping  up  constantly 
to  complicate  and,  possibly,  to  vitiate  the  argument,  every  caution 
was  necessary.  There  was,  indeed,  almost  as  much  to  eliminate  as 
to  educe;  but  during  the  two  nights’  discussion  of  the  subject  it 
seemed  to  be  felt  that  at  least  an  approach  was  made  towards  the 
true  causation  of  commercial  and  monetary  Panics. 

These  events  were  not  only  found  occurring  with  a singular 
regularity  at  intervals  of  about  ten  years,  but  those  intervals  were 
seen  to  be  themselves  subdivided  into  equally  regular  and  well 
defined  stages,  the  distinctive  phenomena  of  which  were  associated 
with,  and  apparently  dependent  upon,  a modified  action  of  the 
faculty  of  Credit.  This  orderly  progression  suggested  the  idea  of  a 
law  of  natural  growth  or  development ; and  as  Credit,  or  belief,  is 
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an  a1  tribute  of  the  mind,  the  generalisation  of  natural  growth  was 
trans ’erred  to  the  region  of  moral  or  mental  causes;  and  the 
phenomena  were  found  to  group  themselves  with  extraordinary 
docili  ty  under  a normal  law  of  growth  of  Credit  through  three 
clear. y marked  periods;  the  first  being  one  of  nascent  but  feeble 
life,  the  second  of  healthy  activity,  and  the  third,  of  full  growth, 
degei  erating  into  overgrowth  and  consequent  collapse ; these  stages 
being , under  existing  conditions,  found  comprised  in  almost  exact 
decer  uial  periods.  To  explain  the  modus  operandi  by  which  the 
overg  rowth  of  Credit  leads  to  collapse,  it  was  necessary  to  show, 
1st,  the  relations  between  Credit  and  Capital — tlie  one  being  belief, 
and  he  other  the  fact  on  which  belief  is  based, — as  a Bill  of 
Exch  inge,  the  concrete  representative  of  Credit,  derives  its  life  from 
the  i lea  of  cash  at  its  maturity ; and  2nd,  to  show  the  mode  in 
whic]  L the  rate  of  growth  of  Credit  is  modified  by  the  action  of  the 
law  c f demand  and  supply  of  Capital,  which  preserves  a healthy 
equip  Dise  through  the  two  first  stages,  but  finds  itself  in  the  last 
stage  paralysed  by  the  fatal  circumstances  that  a too  facile  and 
vigor  )us  Credit  has  at  once  committed  the  Capital  fund  too  deeply 
to  foieign  loans,  or  to  works  of  postponed  productiveness  or  no  pro- 
duct! reness  at  all,  and  has  created  a jealousy  in  foreign  capitalists, 
so  th:  it  the  reserves  which  have  hitherto  answered  to  the  call  of  an 
advai  ced  rate  of  Interest,  are  no  longer  available,  and  Credit  there- 
fore must  collapse. 

Th  3 contents  of  the  former  paper  have  thus  as  briefly  as  possible 
been  summarised,  as  a needful  prelude  to  the  further  discussion  of 
one  o;its  sections,  undertaken  at  the  call  of  our  President,  who 
has  before  shown  his  interest  in  the  subject  by  rendering  sub- 
stant:  al  help  in  its  investigation.  The  section  referred  to  is  the 
“ Post-Panic  Period,”  from  which,  it  is  to  be  hoped,  we  are  just 
emerging  into  the  second  and  more  active  stage  of  Credit-growth. 
Befor)  entering  upon  the  intended  review  there  is  one  general 
remai  k,  made  on  the  former  occa.sion,  to  which  a little  more  em- 
phasis may  now  be  given  than  was  then  possibh'.  Let  us  carry 
with  Ls  a distinct  idea  of  what  it  is  that  is  the  subject  of  the 
lluctiutions  we  are  analysing.  It  is  Credit, — not  Capital — not 
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Commerce,  that  grows,  culminates,  collapses,  and  revives.  Behind 
these  recurring  changes  in  Credit,  and  forming  a back-ground 
against  which  their  light  and  shade  are  clearly  seen,  there  is  another 
movement  which,  when  surveyed  over  a sufliciently  wide  period  of 
time,  is  seen  to  be  massive,  steady,  and  almost  unswerving  in  its 
progress.  This  is  the  ever  widening  volume  of  the  national  com- 
merce and  the  constant  accretion  of  national  wealth.^'  Credit 
proceeds  through  its  orderly  phases  of  rise,  progress,  and  decay : 
Panics  come  and  go  in  decennial  succession : but  that  other  move- 
ment, behind  all  these  mutations,  when  seen  with  the  historic 
focus,  grows  on  and  on  through  the  accidents  of  time  and  the 
variation  of  human  laws, — and  decays  at  last  only  with  the  decay 
of  the  genius  and  vigour  of  a nation.  So  that  if  to  the  assemblage 
of  crooked  lines  in  our  former  diagram  of  the  general  character  of 
a Credit  Cycle  had  been  added  a section  showing  the  course  of 
commerce  and  wealth,  it  would  have  taken  an  ever-ascending 
course,  with  an  almost  imperceptible  deflection  in  the  1st  or  2nd 
year  of  each  decade.  For  the  proof  and  illustration  of  this  grand 
progression  of  commerce  and  wealth,  a quite  different  order  of 

* The  passing  purpose  with  which  this  allusion  to  the  course  of  national 
wealth  is  introduced  (that  of  helping  to  define  by  contrast  the  essentially 
different  course  of  Credit),  does  not  call  for  any  reference  to  the  philosophy 
of  that  subject.  The  readers  of  Adam  Smith,  however,  will  be  aware  that 
the  order  of  progression  in  this  matter  was  treated  not  only  as  the  result  of 
law  hut  really  of  a law  of  the  mind,  long  before  the  attempt  to  bring  the 
cyclical  movement  of  Credit  within  the  sphere  of  moral  causation.  The  Duke 
of  Argyll,  on  this  subject,  quotes  the  words  of  Dugald  Stewart,  “The  great  and 
leading  object  of  Adam  Smith’s  speculations  is  to  illustrate  the  provisions 
made  by  Nature  in  the  principles  of  the  human  mind,  and  in  the  circumstances 
of  man’s  external  situation,  for  a gradual  progressive  augmentation  of 
national  wealth,  &c.” — See  “ Collected  Works  of  Dugald  Stewart,”  vol.  x., 
p.  57 ; and  “Reign  of  Law,”  by  the  Duke  of  Argyll,  p.  337 ; and  Adam  Smith’s 
“ Wealth  of  Xations,”  Book  III,  chap.  i.  on  “ The  Xatural  Progress  of 
Opulence.”  J.  S.  Mill  adds  to  his  treatment  of  the  natural  law  of  accumulation 
a discussion  of  the  “ circumstances  which,  in  England,  give  a peculiar  force 
to  the  accumulating  propensity,”  leading  to  the  extraordinary  results  re- 
corded in  our  text.  Political  Economy,  Book  I.  chap.  ii.  “ Of  the  Law  of 
the  Increase  of  Capital.” 
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statist  :cal  facts  would  have  to  be  marshalled,  from  those  which  were 
emplored  ia  mapping  out  the  fluctuations  of  Credit  and  of  its 
correhtive,  the  loan-fund.  Instead  of  dealing,  as  before,  with 
the  clanges  in  Bullion,  in  Banking  reserve,  in  inland  Bills,  and  in 
rates  of  discount, — all  of  them  responding  promptly  to  the 
pulsat  ions  of  Credit, — the  returns  of  the  London  clearing  house,  of 
Impo]  ts  and  Exports,  of  Eailway  Trafiics,  and  of  Assessment  to 
Incon  ,e  Tax,  will  yield  the  required  evidence.  I’robably  the  best 
futuK  index  of  the  volume  of  transactions  will  be  the  Clearing 
retun  s,  as  now  issued  under  the  super’vnsion  of  Sir  John  Lubbock  ; 
but  u ifortunately  for  our  present  purpose  there  were  no  figures 
issued  between  1839  and  1867.  The  fact,  however,  that  in  the 
forme:  year  the  weekly  average  was  about  18  million  pounds,  and 
in  th{  latter  year  about  60  millions,  shows,  even  with  allowance 
for  tl  e widened  scope  and  area  of  the  clearing,  the  vast  pro- 
gress made  in  the  interval.  The  new  series  of  returns  serves 
for  fie  present  only  to  show  the  rate  of  progress  made  during 
the  I’ost-Panic  period  of  comparative  depression  : — the  figures  of 
the  year  ending  30th  April,  1870,  presenting  an  increase  of 
£186  584,000  over  1869  and  of  £463,212,000  over  1868.  The 
marv  filous  story  of  the  expansion  of  our  Imports  and  Exports  is 
suffic  .ently  well  known,  and  I therefore  only  remind  you  that  the  in- 
creas  5 of  the  Imports  from  £74,000,000  in  1851  to  £295,000,000  in 
1869  and  of  the  Exports  from  £78,000,000  in  1853  to  £190,000,000 
in  1 i69,  has  proceeded  steadily  year  by  year,  with  the  rare 
exce]  tions  which  will  be  shortly  noticed.  In  looking  at  the  actual 
yield  of  Income  Tax  for  the  last  1 5 years  we  are  thrown  ofi“  the 
trad  by  the  frequent  change  of  rates ; but  the  value  of  annual 
assessments, — rising  from  £308,000,000  in  1855  to  £430,000,000 
in  It  68  shows  a steadiness  of  yearly  increment  even  more  unbroken 
than  that  of  Imports  and  Exports.  The  capital  invested  in 
Eailways  over  almost  the  same  period, — rising  from  £297,000,000 
in  1655  to  £502,000,000  in  1867  shows  an  absolute  increase ; 

and  1 he  same,  with  one  year’s  exception,  is  true  of  the  gross  traffic 
recei  its,  starting  from  £21,000,000  in  1855  to  £39,000,000  in  1867. 

Tl  is  glance  at  the  constant  and  almost  unswerving  progress  of 
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commerce  and  wealth  will  serve  to  illustrate  by  contrast  the 
cyclical  movements  of  Credit.  If,  as  before  suggested,  we  could 
view  the  two  together  objectively  over  a suflcient  term  of  years, 
as  in  lines  drawn  on  a black  board,  we  should  see  a long  ascending 
line  which,  if  didded  by  vertical  lines  representing  decennial 
periods,  would  be  crossed  and  re-crossed  within  each  section  by  the 
sinuous  dips  and  elevations  which  appeared  in  our  former  diagram 
of  a Credit  Cycle, — the  sections  successively  and  substantially 
reproducing  the  same  cyclical  lines,  while  the  main  line  of  com- 
merce and  wealth  would  keep  on  and  on  in  an  ever-ascending 
direction.  One  correction  only  is  required  of  this  general  state- 
ment, and  it  will  explain  why  the  subject  is  introduced  in  connec- 
tion with  the  first  stage  of  the  Cycle.  I was  careful  to  speak  of 
the  main  line  of  progress  as  almost  unswerving,  because,  in  point  of 
fact,  there  does  occur,  generally  in  or  about  the  second  year  of  the 
Post-Panic  period,  the  only  break  in  the  uniformity  of  onward 
movement.  Take  1st,  the  Clearance  returns.  As  these  only 
commence  in  May,  1867,  we  have  no  datum  line  of  the  Panic  year, 
or  year  preceding,  with  which  to  compare  the  year  1867-8. 
Though,  however,  we  cannot  learn  whether  there  was  any  absolute 
retrogression,  we  can,  by  comparison  with  the  two  later  years 
1868-9  and  1869-70,  prove  that  there  was  that  retrogression 

shown  by  a comparatively  low  rate  of  increase.  While  the  aggre- 
gate of  1869-70  was  £186,584,000  in  excess  of  1868-9,  it  was 
£463,212,000  in  excess  of  1867-8,  showing  how  low  was  that 
second  year  of  the  period  in  the  scale  of  progress.  If  we  take  tho 
secondary  evidence  of  the  Stamp  returns  we  may  even  conclude 
that  there  was  probably  an  absolute  falling  oft’  in  that  year’s 
clearance-  So  far  as  concerns  the  clearance  of  purely  Credit 
instruments,  indeed,  it  must  have  been  so,  for  we  find  that  the 
amount  of  Bill  of  Exchange  Stamps  issued  fell  from  £782,326  in 
1866  to  £745,309  in  1867,  and  to  £704,060  in  1868, — a phe- 
nomenon exactly  parallel  to  what  occurred  after  the  Panic  of  1857, 
in  which  year  the  stamps  issued  were  £525,138,  falling  in  1859  to 
£475,185.  If  we  confine  the  comparison  to  the  clearance  returns 
of  the  4ths  of  the  months,  which  are  properly  regarded  by  Sir 
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John  Lnbhock  as  specially  significant, — those  being  the  clue  dates 
of  a uirge  bulk  of  inland  Bills, — we  shall  find  ihis  view  strongly 
confi'mcd,  for  while  the  aggregate  of  those  days  in  1869-70  was 
£6,632,000  in  excess  of  1868-9,  it  was  £21,410,000  in  excess  of 
1867 -8.^‘ 

2d  i.  — Imports.  After  a uniform  ascen'ling  scries  from 
£74,300,000  in  1851  to  £187,000,000  in  1857,  comes  a drop  in 
185f  to  £164,000,000;— then,  after  another  equally  uniform 
ascei  ding  series  to  £295,000,000  in  1866,  comes  another  drop  to 
£27i  ,000,000  in  1867,— each  of  these  losses  being  promptly 

recoi  ped  in  the  two  years  following  each. 

3rd. — Exports  tell  the  same  story  in  a sudden  fall  of  £6,000,000 
in  1^58,  and  of  £8,000,000  in  1867. 

4tli. — Eailway  trafiics  exactly  follow  suit  by  a sudden  and 
exce]»tional  fall  of  £200,000  in  1858,  and  of  £250,000  in  1868  ; 
a tru  'r  metrical  index  than  the  other  particulars  just  quoted,  because, 
whil ) returns  of  clearances  and  of  Imports  and  Exports  are  com- 
pouE  ded  of  the  two  elements  of  quantity  and  price.  Bailway  traffics 
are  r latters  of  simple  quantity,  the  price  being  practically  invariable, 
or  m arly  so.  The  increase  of  mileage  can  hardly  be  regarded  as 
vitic  ting  the  ratio  of  progress,  being  itself  one  form  of  the  progress. 

5th. — It  might  be  supposed  that  the  Assessment  of  the  annual 
valu3  of  Properiy  and  Profits  for  the  exceptional  years  just  referred 
to  si  ould  betray  some  evidence  of  the  weight  of  depression  which, 
once  in  every  decade,  acts  like  a powerful  bralc  on  the  advancing 
trail . of  commercial  activity.  It  is  a curious  fact,  however,  that  in 
this  particular  the  line  shows  no  deflection  corresponding  to  that 
whil  Ii  we  have  discovered  in  other  items.  Not  only  is  there  no 
absc  Lute  decrease  in  amount,  but  there  appears  to  be  no  diminution 
ever  in  the  rate  of  increase^ — the  figures  marching  stoutly  on  with 
an  < verage  increment  of  9|-  millions  per  annum.  How  far  this 
is  a pure  indication  of  increase  of  reproductive  capital  during  the 
Post  -Panic  period,  or  how  far  the  evidence  is  adulterated  by  the 
sang  nine  and  savage  energies  of  the  tax  assessors,  ignoring  in  their 

* ]'or  an  elaborate  analysis  of  the  Clearing-house  returns,  for  1870,  refer- 
ence may  be  given  to  an  article  from  the  Money  Market  Review,  embodied  in 
the  yconomist's  “Commercial  History  and  Review,”  issued  March  11th,  1871- 
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sublime  way  Panics  and  all  their  sequences  of  loss,  or  how  far  the 
continuous  enlargement  of  nominal  values  of  properiy,  or  the  special 
rise  in  rents  and  prices  which  our  President  believes  has  followed 
the  great  gold  discoveries,  may  have  sufficed  to  overbear  the  results 
of  a momentary  diminution  in  transactions,  is  a problem  not  easily 
solved.  The  fact  remains,  but  it  in  no  way  invalidates  the  more 
direct  evidence  already  adduced,  that  about  tlie  second  year  of  the 
Post-Panic  period  occurs  the  one  and  only  notable  interruption 
within  the  decade,  in  the  great  progressive  line  of  march  of  com- 
mercial activity. 

INe  have  seen  that  the  line  just  described  is  not  cyclical  at  all. 
Its  advance  in  an  upward  direction  is  continuous,  raid  almost  uni- 
form. Bememberiug  this,  we  shall  more  accurately  appreciate  by 
contrast  the  true  cyclical  character  of  the  course  of  Credit.  Within 

4. 

the  focus  of  practical  observation  the  difference  between  them  may 

be  described  as  one  between  evolution  and  revolution ; between 

perpetual  expansion  in  the  one  case,  and  alternate  expansion  and 

restriction  in  the  other.  Capital  is  reproductive  ; that  is  its 

inherent  tendency  and  its  order  in  fact ; Credit  has  flux  and  reflux : 

that  is  its  inherent  tendency  and  order  in  fact.  In  the  midst  of  all 

%' 

diversity  and  through  all  changes,  these  are  what,  in  the  language 
of  physics,  may  be  called  the  constants  of  the  problem. 

'Wlicn,  in  examining  the  phenomena  of  flux  and  reflux  of 
Credit  we  were  led  to  the  wide  generalization  of  the  Credit  Cycle, 
we  had  to  travel  over  six  average  decennial  periods,  and  it  was 
impossible  to  give  more  than  a brief  general  indication  of  the 
character  of  the  respective  sub-sections  of  the  Cycle,  though  in  fact 
our  theory — if  it  may  assume  so  dignified  a name — was  mainly 
built  on  the  regular  recurrence  and  normal  features  of  these  sub- 
sections. It  is  now  proposed  to  look  a little  more  closely  at  one  of 


them,  and  to  see  how  far  its  development  agi’ecs  with  the  assumed 
order  of  growth,  and  how  far,  therefore,  it  tends  to  support  or 
invalidate  the  general  conclusion.  It  is  right  that  in  this,  as  in  all 
similar  cases,  the  enquiry,  at  every  stage,  should  be  made  to  confront 
that  wholesome  scepticism  which  lies  in  wait  wherever  new  facts 
are  brought  to  bear  upon  a foregone  conclusion,  however  strongly 
that  conclusion  may  appear  to  have  been  fortified  by  previous  evidence. 
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[t  'will  be  convenient  to  enquire — 

1st. — In  wbat  particulars,  and  in  Tvhat  degi  ee,  the  period  which 
ha ! elapsed  since  May,  1866,  resembles  the  corresponding  stages 
in  previous  Cycles,  and  whether  the  amount  of  analogy,  if  any 
ex  st,  gives  support  to  the  assumed  law  of  a normal  succession  of 
stages  or  periods  within  the  Cycle. 

— What  have  been  the  variations,  and  their  causes,  from 
pr(  vious  experience  of  corresponding  stages  ? 

• Partly  to  avoid  encumbering  the  enquiry  with  too  great  a mass 


of  ietails,  and  partly  because  the  returns  for  the  last  26  years  are 
me  re  uniform  qnd  manageable  than  any  to  which  we  have  access  of 
an  earlier  date,  I jn’opose  to  confine  the  comparison  to  the  Post- 
Pa;  lie  periods  which  have  occurred  since  the  adoption  of  the  Pank 
Ac;  of  1844. 

''he  first  and  most  prominent  feature  to  be  observed  is,  that 


Cri  sis  is  followed  by  a sudden  rush  upwards  in  Bullion  and  Bank 


reS'  Tves,  and  downwards  in  the  Bank  rate  of  discount  and  in  the 
am  )unt  of  “ other  securities,”  or  Bills  bought  by  the  Bank.  This 
mo  rement  we  supposed  and  still  believe  to  be  the  result  of  a 
revulsion  of  mental  mood  in  the  owners  and  users  of  loanable 
Cajiital.  The  excessive  confidence  which  made  ready  money 
sea;  ce,  and  therefore  dear,  by  its  dispersion  in  loans  and  works,  has 
been  suddenly  shocked  into  the  scepticism  "^^hich  leads  to  con- 
centration and  plethora.  In  the  following  table  the  details  arc 
gro  iped  which  show  three  of  these  extraordinary  revulsions,  in- 
clu(  ling  the  last  and  probably  the  greatest  which  has  occurred. 
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The  three  groups  of  phenomena  thus  brought  into  line  with 
each  other,  though  occurring  at  intervals  of  about  ten  years,  are 
very  striking,  not  merely  from  the  extent  and  rapidity  of  the 
changes  indicated,  or  from  the  inverse  proportions  between  the  two 
first  and  two  last  particulars  in  each  case,  but  also  from  the  close 
resemblance  between  the  three  cases  in  their  respective  particulars 
and  in  tlie  order  and  extent  of  their  progression.  The  least  that 
we  are  entitled  to  assert  about  them  is,  that  in  any  ctlier  sphere  of 
research  a similar  degree  of  punctuality  and  uniformity  would  put 
us  upon  enquiry  for  some  underlying  laAV  or  principle  of  normalism. 

Look  at  the  immense  proportions  of  the  revolution  recorded  in 
these  figures, — a revolution  far  more  rapid  than  the  previous 
converse  movement  which  culminated  in  Crisis.  The  hire  or 
rental  of  loan-money  is  cut  down  in  six  months  by  nearly  two- 
thirds  of  its  amount.  In  the  same  period  a mean  sum  of  8 millions 
of  bullion  rushes  into  the  Bank  vaults  as  if  for  shelter  from  a 
danger  that  is  already  past.  But  the  most  important  change  is  in 
the  Keserve.  On  the  30th  May,  1866,  the  Bank  possessed  less  than 
one  million  of  ready  money  to  meet  claims  for  20  millions  of  private 
deposits  demandable  at  any  moment,  being  a proportion  of  h ; 
while  on  the  26th  of  the  following  December  it  had  upwards  of 
12  millions  against  private  deposits  18 1 millions,  or  a proportion 
of  f.  This  gives  us  a glimpse  of  the  magnitude  of  the  events 
which  repeat  themselves  so  duly  at  specific  intervals.  A ripple 
may  be  as  little  accidental  as  a billow  or  a tide,  but  the  two  latter 
far  more  forcibly  challenge  investigation  of  the  laws  of  their 
existence  and  action. 

It  should  be  observed  that  though  the  maximum  rate  of  10  per 
cent,  was  in  1866  continued  for  3 months,  as  against  8 per  cent, 
for  1 month  in  1847  and  10  per  cent,  for  6 weeks  in  1857,  the  time 
required  for  the  full  descent  from  maximum  to  minimum  in  1866 
was  almost  a mean  between  the  times  occupied  by  it  in  the  two 
other  Cycles, — one  of  them  being  8 months,  and  the  other  4. 
Alter  the  3 months’  duration  of  the  10  per  cent,  rate  in  1866  the 
further  stages  of  reduction  occurred  very  rapidly,  and  it  is  open  for 
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Mi  to  consider  whether  the  3 months’  delay  did  not  itself  generate 
a lompensating  force  of  fall,  so  that  the  total  decline  occupied  at 
le  ist  as  short  a time  as  it  would  have  done  if  the  screw  had  been 
re  taxed  at  an  earlier  period.  And,  if  so,  we  might  further  consider 
w tiethcr  this  principle  of  compensation  does  not  account  for  the 
siigular  regularity  in  the  length  of  the  Cycles  themselves,  in  spite 
oi  the  fact  that  the  intermediate  stages  vary  in  their  length. 

The  striking  resemblances  exhibited  in  the  table  just  given  of 
tl  e phenomena  developed  in  corresponding  periods  of  three  succes- 
si  re  Cycles,  will  probably  be  considered  sufiicient  to  establish  the 
identity  of  the  forces  at  work  in  such  periods;  and  the  vast  and 
ra  pid  fluctuations  they  show  are  enough  to  illustrate  the  relative 
intensity  with  which  such  forces  act  upon  the  sensitive  nature  of 
C]  edit,  as  compared  with  those  which  act  on  the  general  volume  of 
tr  insactions  and  on  the  accretion  of  wealth, — which,  as  we  have 
se  3n,  follow  an  almost  uniform  course  of  progress.  We  can,  however, 
g(t  closer  and  purer  evidence  on  this  matter  by  following  a little 
m 3re  minutely  through  the  same  periods  the  creation  of  Bills  of  Ex- 
cl  ange.  In  the  mass  of  these  instruments  w(s  have  the  vital  corfuz 
of  Credit,  and  we  can  place  our  finger  on  the  varying  pulse  of  the 
si  btle  agency  by  which  they  live  and  move.  On  examining  the 
ta  bles  of  the  amount  of  duty  received  on  Inland  and  Foreign  Bills, 
W3  find  the  following  curious  facts: — 

From  1843  to  the  Panic  year  1847  there  was  a constant  and 
st;ady  increase  from  £561,362  to  £622,457.  The  Post-Panic 
ytar,  1848,  shows  a sudden  and  extraordinary  fall  to  £527,844, 
aid  1849  to  £525,860.  The  process  of  recuperation  then  com- 
m 3nces,  and  proceeds  through  the  remainder  of  the  Cycle,  though 
tb  0 clue  is  once  lost  through  a reduction  of  stamp  duties  taking 
ef'ect  10th  October,  1854.  As  the  rally  at  once  began  from  that 
pc  int,  there  can  be  little  doubt  that  the  increase  in  Bills  had  con- 
tinued over  the  change.  In  the  Spring  return  of  1857  the  amount 
W!.s  £525,138.  The  Panic  occurred  only  at  the  end  of  that  year, 
so  that  the  Spring  return  of  1858  showed  even  a small  increase  of 
£:  ,000  on  the  previous  year.  In  the  next  return,  1859,  there  was 
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the  inevitable  and  severe  fall  to  £475,185;  after  which  the  onward 
course  was  resumed,  leading  with  regular  steps  of  increase  to  the 
last  Panic  year  1866,  the  Spring  return  of  which  told  an  ominous 
tale  of  inflation, — probably  more  in  the  form  of  financing  paper 
than  commercial  bills, — in  the  enormous  total  of  £782,326.  Then 
in  due  course  comes  a fall  in  1867  to  £745,309,  and  in  1868  to 
£704,060.  In  1869  a slight  rally  is  seen,  which  would  probably 
be  strengthened  in  1870,  the  returns  of  which,  however,  are  not 
yet  available. 

The  figures  thus  quoted  from  the  Bill  stamp  returns  in  the 
Ileports  of  Inland  Revenue,  are  seen  to  be  strongly  confiimatory  of 
the  sudden  and  deep  deflection  in  the  lines  marking  the  course  of 
“Inland  Bills  created”  and  “Bills  in  Bank,”  on  our  diagram 
of  1867,  which  were  based  respectively  on  I7ewmarch’s  tables  in 
Tooke,  and  the  column  of  “other  securities”  in  the  Bank  of 
England  weekly  returns. 

Finally,  carrying  the  comparison  along  the  whole  line  of  indica- 
tion of  the  plethoric  condition  characteristic  of  these  periods,  we 
find  that  for  4-^  years  from  the  middle  of  1848  the  average 
minimum  rate  of  discount  was  2|  per  cent.;  for  the  3 years 
1858-60  it  was  3|  per  cent.;  while  for  the  4 years  1867-70  it  has 
again  been  2|-  per  cent. 

Taking  then  the  whole  of  these  comparative  facts  into  view,  it 
will  scarcely  be  considered  unfair  to  claim  the  results  of  our 
experience  since  1866  as  distinctly  supporting  the  contention  for 
periodicity  and  normal  development  of  Credit  within  its  Cycle. 
The  new  Post-Panic  period  takes  its  own  place  in  the  series  at  any 
rate,  by  unmistakeable  analogy  ; and  though  it  proves  nothing  for 
the  remaining  periods  nor  for  the  completed  Cycle,  it  is  at  least  one 
more  link  in  the  chain  of  order  which  we  have  endeavoured  to 
trace. 

% 

While,  however,  it  has  been  thought  important  to  show  that  the 
course  of  events  was  essentially  a repetition  of  what  has  occurred 
in  previous  corresponding  periods,  there  has  been  no  intention  to 
ignore  any  real  difllerences  that  may  have  existed  between  such 
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pel  iods  and  the  present.  A glance  at  these  variations  will  enable 
us  to  judge  whether  they  are  purely  incidental  in  character,  or 
wb  ether,  and  in  what  degree,  they  impugn  the  conclusions  I have 
triod  to  sustain. 

-t  may  be  admitted  1st, — That  the  present  I’ost-Panic  period  has 
bet  n somewhat  longer  in  duration  than  usual,  though  not  longer 
thtnthatof  the  decade,  1847-57;  and  2nd, — That  the  features 
pn  per  to  it  have  shown  an  exaggerated  and  exceptional  intensity. 
An  cl  it  is  probable  that  the  prolongation  and  the  intensified  features 
of  ;he  present  period  are  due  to  one  and  the  same  set  of  causes. 

..  believe  the  1st  of  these  causes  to  lie  in  the  nature  of  the 
ch:  nnels  dug  out  by  the  torrent  of  enterprise  during  the  morbidly 
active  stage  of  Credit  before  its  collapse  in  1866. 

!!nd  cause. — The  continued  abnormal  state  of  the  largest  staple 
tra  le  of  the  country, — Cotton. 

ilrcl. — The  Franco-German  war. 

iin  connection  with  the  first  of  these  causes,  the  words  “ limited 
lia  )ility  ” at  once  rise  to  the  mind.  "Whatever  may  be  the  merits 
of  Fat  system  when  apj)licd  to  certain  specific  purposes, — and  I am 
scircely  likely  to  undervalue  them, — there  is  about  it  all  the 
sec  uctive  and  flattering  facility  of  that  element  with  which  you 
me  y warm  your  hands,  cook  your  food,  or,  by  a trifling  excess  in 
its  use,  burn  your  house  down.  From  the  passing  of  the  Act  in 
18  32,  to  the  Panic  of  1866,  the  excess  was  by  no  means  trifling, 
an  I the  damage  sustained  was  quite  proportionate.  During  that 
pe:  iod  5589  Limited  liability  companies  were  started,  pledging  the 
flo  iting  capital  of  the  country  to  the  extent  of  countless  millions 
for  every  purpose  conceivable  by  the  genius  of  speculation.  That 
su(  h a process  was  competent  to  the  production  of  a Panic  might 
have  been  obvious  enough  before  the  Panic  itsedf  became  an  accom- 
pli Fed  fact.  But  the  point  that  most  concerns  us  now  is  this ; that 
by  the  very  nature  of  the  system,  the  mischief  which  culminated 
in  a convulsive  crisis  was  even  less  than  that  which  remained  to  be 
sic  wly  worked  out  in  succeeding  years.  It  is  like  one  of  those 
diseases  which,  when  the  acute  stage  is  passed,  leaves  behind  it  a 
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chronic  debility  approaching  to  paralysis.  On  the  one  hand,  credi- 
tors of  failed  companies,  painfully  waiting  the  process  of  liquidations 
lasting  for  years ; on  the  other,  shareholders,  enduring  the  slow 
agony  of  “ calls”  through  similar  periods,  have  together  made  up 
so  large  a proportion  of  society,  that  the  whole  has  been  leavened 
with  an  element  of  anxiety  and  depression  fatal  to  healthy  enter- 
prise. In  addition  to  liquidations,  consisting  mainly  of  a tardy 
squeezing  of  moneys  out  of  the  pockets  of  debtor  classes  into  those 
of  creditor  classes,  and  resulting  in  the  frequent  impoverishment  of 
the  wealthy,  and  the  still  more  frequent  ruin  of  the  moderatelv 
well-to-do,  there  have  been  millions  of  invested  money  assuming 
the  form  of  “ lock-iip.s,”  waiting  the  slow  advent  of  value  into 
industrial  and  public  Avorks,  which  may  or  may  not  ever  become 
reproductive.  Welsh  railways  may  in  time  tempt  scenery-hunters 
to  drop  dividends  into  the  slack  pockets  of  their  shareholders ; 
London  sewage  and  continental  irrigation  may  some  day  stimulate 
a crop  of  profit  for  their  investors  ; but  in  the  meantime  here  is  a 
mass  of  capital  Avholly  neutralised,  and  a host  of  minds  quite  indis- 
posed for  any  new  operations  for  a term  of  years.  In  this  respect 
the  position  is  something  like  that  Avhich  followed  the  "Eailwav 
Panic  of  1847,  when  the  Post-Panic  period  lasted  for  five  vears 
during  which  the  average  rate  of  interest,  as  we  have  seen,  was 
24-  pei  cent.  One  ot  the  most  significant  symptoms  of  the  revulsion 
of  feeling  in  respect  to  public  companies  is  found  in  the  almost 
total  collapse  of  that  sphere  of  enterprise  in  and  since  the  vear 
1866.  In  the  years  1863,  4,  and  5,  the  amount  of  capital  offered 
for  subscription  in  public  companies  was  £260,236,900.  In  1866 
only  £7,920,000  was  offered ; while  in  subsequent  years  the 
amount  has  become  so  comparatively  trifling  as  to  be  almost  inap- 
preciable.  Here  and  there  some  twinklings  of  courage  are  beginning 
to  re-appear  , but  for  a long  time  the  man  who  would  have  sub- 
scribed to  the  most  tempting  of  Companies  would  have  been  regarded 

as  a financial  Hip  \ an  inkle  who  must  have  slept  soundlv  through 
several  dismal  years. 

TlYig  pcTsistcHcy  of  mischievous  power  which  was  a latent  element 
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in  the  great  speculation  prior  to  the  Panic,  may,  then,  he  regarded 
as  the  chief  cause  of  the  extension  of  the  Post-Panic  period.  A 
seiious  similar  tendency,  however,  must  in  any  case  have  been 
de  reloped  from  the  2nd  cause,  i.e.,  the  continued  abnormal  state  of 
th  j largest  staple  trade  of  the  country. 

To  those  who  are  familiar  with  the  facts  so  carefully  tabulated  for 
th  s Society  by  our  colleague,  ]\Ir.  Helm,  there  can  be  no  need  to  state 
ho  w deep  and  wide-spread  be  the  influence  of  the  well  or  ill-being 
of  so  vast  an  industiy  as  the  cotton  trade  on  the  general  mood  of 
th  3 business  classes  of  this  country.  It  is  not  only  that  the  accumu- 
Ia1  ed  capital  of  England  is  committed  to  tliat  trade  to  a vastly 
gT3ater  extent  than  to  any  other; — the  critical  feature  of  the  case 
is  that  the  raw  material  of  the  trade  to  which  that  mass  of  capital 
so  stands  committed  is  wholly  foreign,  and  that  much  the  largest 
bu  tk  of  it  is  produced  under  conditions  of  cultivation,  labor,  and 
SOI  ial  politics  quite  beyond  our  control.  A civil  war  in  America 
ra:  i it  up  to  famine  prices  in  four  years.  What  the  trade,  and 
th3refore  the  nation,  suffered  during  the  transit  of  prices  of 
M ddling  Orleans  from  an  average  of  6^-d.  in  1860  to  2s.  3fd. 
in  1864,  you  well  know;  but  I seriously  doubt  if  the  mischief 
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production  to  the  current  proportions  of  demand,  there  have  been 
occasional  temptations  to  spurts  of  enterprise,  almost  invariably 
leading  to  disaster ; and  the  consequence  has  been  that  the  low 
tone  of  commercial  feeling  characteristic  of  the  period  has  been 
strengthened  and  perpetuated  by  such  a continuous  chronicle  of 
failures  amongst  spinners,  manufacturers,  agents,  and  shippers,  as 
will  be  ever  memorable  to  Lancashire,  if  not  to  the  whole  country. 
And  all  this  has  reacted  on  other  trades.  During  the  rise  of  cotton 
to  famine  prices,  there  was  at  least  the  consolation  that  the  flax 
and  woollen  trades  prospered  in  something  like  proportion  to  the 
depression  of  the  cotton  industry;  but  with  the  fall  of  prices  a 
necessary  reaction  has  come  upon  those  other  industries,  and  the 
discouragement  has  been  universal.  All  this,  too,  in  spite  of  the 
influence,  usually  very  potent,  of  moderate  prices  of  food, — the 
average  quotation  of  wheat  for  the  five  years  1866-70  having  been 
about  oOs.  the  quarter. 

3rd. — The  third  great  cause  of  the  extension  of  the  Post-Panic 
period  has  been  the  Eranco-German  war.  At  the  beginning  of 
1870  symptoms  were  not  wanting  that  even  the  depressing  influ- 
ences just  recorded  were  wearing  themselves  out,  and  that  some 


w:  ought  during  that  terrific  rise,  could  be  compared  with  that 
w]  dch  has  been  inflicted  by  the  converse  process  of  fall  to  8d.  in 
Jaauary,  1870.  Facilis  descenms  is  a proverb  not  borne  out  in  this 
in  tance.  That  it  lent  an  external  impetus  to  the  normal  forces 
wliich  prepared  the  Panic  of  1866  is  undoubted;  but  its  capabilities 
of  devastation  were  by  no  means  exhausted  with  that  year.  It  is 
tn  LC  the  main  fact  of  a necessary  fall  was  foreseen ; and  if  the  opera- 
tic n had  been  contmuous  and  steady,  even  though  nobody  could 
predict  at  what  poiat  a price  would  be  reached  representing 
an  ything  like  stable  equilibrium  between  demand  and  supply,  the 
wi  'Tst  losses  might  have  been  avoided.  But  this  in  the  nature  of 
th  Hgs  could  not  be.  The  price  has  settled  down  through  a series 
of  embarrassing  fluctuations  or  jerks,  caused  by  speculation,  false 
re  lorts,  varying  weather,  and  the  difficulties  of  a new  labor-system. 
Id  stead  of  dealings  from  hand  to  mouth,  and  patient  restriction  of 


branches  of  trade — the  iron  trade  in  particular — were  feeling  a new 
impulse.  The  circumstances  were  favorable.  Wheat  had  been  at 
an  average  price  of  48s.  2d.  in  1869;  the  Abyssinian  war  was 
comfortably  paid  for;  the  revenue  was  elastic;  foreign  politics 
wore  an  aspect  of  calm,  Franco  especially  promising  a period  of 
repose,  reform,  and  military  retrenchment.  In  the  middle  of  the 
year  arose  the  whirlwind  of  war,  in  a way  which  need  not  be 
recounted; — and  the  revival  of  enterprise  which  Avas  normally  due, 
was  once  more  in  temporary  abeyance.  After  a short  fit  of  terror 
on  the  Stock  Exchange,  and  a consequent  rise  in  the  rate  of 
discount, — of  which  more  will  be  said  presently, — a weight  settled 
down  on  the  money  market,  depressing  the  value  of  loans  to  the 
old  plethoric  rate  of  2^-  per  cent.  One  reason  for  this  is  obvious 
enough.  Much  of  the  spare  money  of  the  tAVO  countries  actually 
at  Avar  was  sent  to  England  for  safety,  and  was  added  to  the 
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al  ’oacly  over-abundant  stock  choking  the  vaults  of  the  Bank.  The 
reserve,  which  had  been  reduced  to  9 millions  at  the  beginning  of 
Aigust,  was  raised  to  14  millions  in  ScptcDibcr.  ‘Whether,  and 
he  w far,  the  actual  trading  operations  of  the  country  were  affected 
simultaneously  with  this  influence,  may  be  considered  doubtful. 

Tj  le  effects,  upon  neutral  countries,  of  the  short  destructive  wars  of 

thsse  days  are  exceedingly  complex.  We  are  accustomed  to  believe 

in  a solidarity  of  commercial  interests;  and  it  is  unquestionable 

tbit,  in  some  respects,  all  nations  must  suffer  by  the  misfortunes 

of  each.  We  must,  during  the  last  six  months,  have  lost  much  of  J 

th  3 custom  of  Prance  and  Germany  through  its  ordinary  channels ; 

th  ?re  must  also  have  been  a sensible  check  upon  operations  from 

th  3 fear  of  our  own  and  other  countries  becoming  involved  in  the 

skuggle;  and  the  depression  of  sympathy  with  national  sufferings 

may  also  have  had  its  influence.  But,  on  the  other  hand,  certain 

sp  icific  branches  of  trade  have  received  a powerful  stimulus  from 

denands  for  war  purposes;  and  the  competition  of  two  great 

m;  mufacturing  nations  has  been  for  the  time  withdrawn  or  greatly 

re-  luced.  On  the  whole,  however,  it  may  be.  safely  assumed  that 

th  3 war  has  co-operated  with  the  two  other  great  causes  already 

sp3cifled,  to  prolong  and  intensify  the  period  of  depression  and 

pL  ‘thora. 

That  three  such  incidents  should  have  powerfully  modified 
th ! development  of  Credit  in  its  feeblest  stage  is  in  no  degree 
W(nderful.  That  their  joint  and  cumulative  influence  has  not 
proved  still  more  powerful  seems,  at  least  by  a negative  kind  1 

of  evidence,  to  indicate  that  the  law  of  tendency,  the  inherent 
rej  ctive  force,  has  been  at  work  and  could  not  be  wholly  suppressed. 

Bi  t there  is  not  wanting  evidence  of  a more  positive  kind,  though, 

at  the  date  of  writing  this,  the  formal  statistics  of  the  last  year  are 

no'  accessible.  Though  the  amount  of  bills  created, — Avhich  are 

tin  visible  embodiment  of  Credit — is  not  yet  absolutely  large,  the  , 

retirns  show  something  of  a healthy  elasticity.  The  so-called 

“ether  securities”  in  the  Bank  of  England,  which  stood  at 

£1 1,847,000  in  October  1869,  had  gradually  risen  to  a maximum  j| 
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of  £23,492,000  at  the  beginning  of  last  August ; and  though  they 
were  then  forced  down  under  the  influence  of  the  war,  they  are  now 
rapidly  rallying.  A rise  of  more  than  a million  in  a week  brought 
up  the  figures  at  1st  February  to  £16,829,000,  and  a further 
weekly  advance  brings  them  at  23rd  February  to  £20,261,146, 
showing  a scale  of  increase  which,  if  it  continue,  must  soon  tell  on  the 
reserve,  and  necessitate  the  upward  movement  in  the  rate  of  interest 
which,  when  unaccompanied  by  any  feeling  of  panic,  is  the  index  of 
transition  to  another  and  more  active  stage  of  the  Cycle.  Another 
evidence  is  in  the  increasing  profit  of  Bankers,  who  are  simply 
traders  in  Credit.  The  great  London  Banks  have  nearly  all 
declared  increased  di-^udends  in  January,  and  their  shares  stand 
at  higher  prices  than  at  any  period  since  1866.  Still  more  decided 
is  the  increase  in  that  form  of  Credit  which  is  implied  by  confidence 
in  great  reproductive  works  such  as  railways,  which  were  specially 
depreciated  for  a long  period  after  the  last  collapse.  The  largest 
and  best  managed  of  these  companies,  such  as  the  London  and 
•Korth  Western,  Lancashire  and  Yorkshire,  Midland,  and  Great 
Yorthem,  whose  ordinary  stocks  yielded  least  to  the  enormous 
strain  of  discredit  in  1866,  will  be  seen  in  the  following  table  to 
have  already  regained  them  position  in  public  favor  : — 


1 

I 

iHighest  Price 

1 1866. 

1 

^ Lowest  Price 
1866. 

Price 

Febv.  23rd, 
1871. 

London  & Yorth  Western. . 

» 

1272 

« 

112| 

130 

Lancashire  and  Yorkshire*.. 

130 

1171 

135J 

Midland 

00 

118 

128 

Great  Northern 

130^ 

112i 

126 

The  Great  Western  has  done  even  more  than  this,  for  while  its 
stock  was  precipitated  from  63^  to  47|-  by  the  Panic,  its  consoli- 
dated ordinary  now  stands  at  77  ; and  one  quite  exceptional  line, 
the  Korth  Eastern,  whose  favorite  Berwick  stock  fell  in  1866  from 


so  ne  of  those  companies  -^hose  faults  of  management  were 
ru  :hlessly  exposed  during  the  lowest  stage  of  (hedit, — the  Brighton 
being  a notable  instance — have  begun  to  \\-in  back  a favorable 
pcsition.  As  regards  general  mercantile  Credit,  though  wo  are 
st:  11  occasionally  startled  by  flagrant  cases  of  reckless  trading,  and 
though  rotten  branches  now  and  then  drop  from  the  tree,  creating  a 
m )mentary  sense  of  danger,  yet,  as  a whole.  Credit  is  confessedly 
so  and,  and  the  good  old  names,  some  of  which  were  subjects  of 
cc  mment  and  even  of  suspicion  five  years  ago,  never  stood  better 
tlan  now.  The  returns  of  the  Clearing-house,  up  to  the  date 
of  Sir  John  Lubbock’s  latest  analysis,  show  that  the  totals  for 
tl  e fourths  of  the  months,  which  arc  composed  more  purely  than 
ai  y others  of  paid  Bills  of  Exchange  based  on  the  internal  trade  of 
tl  e country,  are  largely  increasing  ; while  the  steadily  favorable 
f(  reign  exchanges  show  that  the  Credit  of  the  country  has 
tl  oroughly  recovered  from  the  shock  which  it  sustained  from  the^ 
d sclosures  of  1866. 

One  or  two  episodes  in  financial  affairs  have  occurred  during  the 
p )riod  under  review,  to  which  attention  may  be  profitably  directed. 
I wo  sudden  and  brief  advances  in  the  rate  of  discount  have  arisen 
f]  om  widely  different  causes,  and  they  illustrate  very  clearly  a 
p -inciple  insisted  on  in  the  paper  of  1867.  The  first  of  those  events 
exhibits  a remarkable  coincidence  with  a similar  event  which 

0 jcurred  from  a similar  cause  exactly  ten  years  before,  at  the  same 

p 3riod  of  the  year.  To  the  mere  coincidence  I have  no  wish  to 
adachundue  siguificance,  but  it  so  happens  that  in  April,  1869, 
a;  in  April,  1859,  the  low,  stagnant  rate  proper  to  the  period  was 
r in  up  by  quick  steps  to  per  cent.,  from  which  point  it  descended 

a [most  as  rapidly  on  each  occasion  to  the  plethoric  rate  of  2^  per 
c 3nt.  In  both  instances  the  phenomenon  was  attended  by  a Stock 

1 xchange  revulsion,  following  on  a collapse  in  the  prices  of  foreign 
S' ocks,  which  had  for  some  time  been  enhanced  by  a spurt  of 
S'  leculative  activity  quite  unfelt  by  the  great  broad  stream  of  com= 
n .ercial  affairs.  These  two  episodical  eruptions,  occurring  in  the 
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midst  of  two  periods  of  depression  and  plethora,  are,  I think,  easily 
explicable.  During  the  first  time  of  gloom  and  dread  following 
Panic,  Capital  is,  to  use  the  expressive  phrase  of  an  Edinburgh 
reviewer,  “on  strike.”  Channels  of  investment,  at  other  times 
considered  perfectly  eligible,  will  not  be  looked  at.  Money  rushes 
for  shelter  to  the  Bank  and  to  Consols,  Just  prior  to  the  Crisis  of 
1857,  the  “private  deposits”  of  the  Bank  stood  at  11-1  millions; 
shortly  after  the  Panic  they  became  191-  millions.  Similarly  in 
April,  1866,  the  private  deposits  were  131- millions,  and  in  June 
they  touched  21  millions.  The  price  of  Consols  in  September,  1857, 
averaged  90  J ; in  October,  1858,  they  were  98 1.  Under  a like 
influence  the  price,  which  averaged  86f  in  April,  1866,  attained  in 
June,  1867,  an  average  of  941-.  But  this  rush  into  channels 
yielding  no  interest  or  very  low  interest,  arises  from  no  preference 
for  small  profits,  per  se.  The  taste  for  high  profits,  stimulated  to  a 
feverish  passion  during  the  speculative  pre-Panic  period,  is  not 
stamped  out  by  adversity  : it  is  only  in  abeyance.  Starvation,  the 
great  strike-killer,  is  as  fatal  to  strikes  of  Capital  as  to  those  of 
labor.  After  two  or  three  years  exj>erience,  Capital  grows  weary 
of  the  sweet  simplicity  of  the  3 per  cents.,  and  though  still  cautious 
and  conservative,  is  not  unwilling  to  look  at  something  a little 
more  lucrative,  even  though  it  bo  a little  more  risky.  Trade  is  not 
yet  ready  to  bid  high  for  loans,  and  speculative  companies  would 
bid  in  vain.  But  there  are  always  foreign  governments  wanting 
monejq  and  a low  rate  of  interest  whets  their  acquisitive  instincts. 
And  so  they  troop  to  London,  the  great  central  depot  of  loose  cash. 
A South- American  Republic  treads  on  the  heels  of  the  Grand  Turk, 
and  the  Czar  is  jostled  by  a revolutionary  king  from  the  South, 
The  securities  are  not  all  up  to  the  standard  of  Consols,  but  the 
customers  are  all  governments,  carrying  with  them  the  prestige  of 
Taxes,  and  offering  high  interest  and  submitting  to  more  or  less 
heavy  discounts  : so  that  they  all  in  due  course  get  their  little 
affairs  arranged,  and  are  promptly  followed  by  others  on  a similar 
errand.  Here  and  there,  however,  there  are  misgivings  and 
warnings ; and  real  capitalists  do  not  go  in  very  deep ; large  proper* 
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tic  as  of  tte  loans  being  absorbed  by  impecunious  speculators,  -wbo 
ho  je  to  pass  their  allotments  into  other  hands  at  a premium  before 
th ) instalments  fall  due.  As  a natural  cons(3quence,  symptoms  of 
gl-  it  begin  to  appear  about  the  time  at  which  the  transmission  of 
mnney  begins  to  tell  on  the  Bank  reserye.  The  rate  of  discount 
rises;  the  prices  of  stocks  fall;  loans  on  the  Stock  Exchange 
be  come  dear  and  difficult ; and  there  is  a short  and  sharp  trouble 
in  Throgmorton-street,  followed  by  the  usual  adjustment.  Mean- 
w lile,  Credit  in  the  great  world  of  commerce  is  pursuing  undisturbed 

it:  own  nonnal  course  of  development. 

The  above  is  exactly  what  occurred  in  the  Spring  of  1859,  and 
tlie  Spring  of  1869;  both  movements  being  essentially  episodical. 
T le  second  episode  of  the  present  period  occurred  in  the  middle  of 
la  st  year,  and  sprung  from  a very  difierent  cause.  It  has  already 
bten  explained  that  the  result  on  the  English  money  market,  of 
actual  war,  was,  as  usual,  to  exaggerate  the  plethora  of  loanable 
C ipital  by  the  rush  of  money  for  safety  from  the  belligerent 
cc  untries.  But  before  war  was  declared,  and  for  some  short  time 
alter,  the  effect  was  quite  the  contrary.  Continental  banks  operated 
t(  draw  money  from  England  for  warlike  purposes,  and  the  Bank 

0 ‘ England  was  compelled  in  self-defence  to  follow  their  rates  of 
interest  up  to  5,  and  even  to  6 per  cent.,  when  the  counter  ten- 
d jncies  began  to  operate,  and  the  rate  ran  down  to  2^-  per  cent., 
a- , which  it  remained  till  Thursday,  March  2nd. 

These  two  episodical  disturbances  have  been  thus  prominently 
referred  to  for  a specific  purpose.  In  the  paper  of  1867,  some 
c ises  of  exceptional  and  temporary  elevations  of  rate  were  cited  for 
fie  purpose  of  “ exemplifying  the  process  of  adjustment  which  is 
c )nstantly,  if  not  always  obviously,  being  carried  out  so  long  as 
t le  two  correlative  laws,  of  growth  of  Credit,  and  demand  and 
s apply  of  Capital,  are  in  free  and  healthy  action.”  Those  cases 
T 'ere,  however,  taken  from  the  middle  periods  of  the  Cycles  in  which 
tiey  occurred,  when  Credit  was  in  a stage  of  more  advanced 
f evelopment.  It  was  pointed  out  that  the  exceptional  stimulants 

1 jading  to  those  events  acted  directly  upon  the  volume  of  Credit 
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itself,  whose  active  vitality  at  that  stage  rendered  it  susceptible  to 
external  influences,  and  that  a great  impetus  was  therefore  given 
to  the  creation  of  hills  in  each  case.  There  was  no  such  feature  in 
the  two  episodes  occurring  lately  in  the  Post-Panic  period.  The 
Bank’s  return  of  “ other  securities  ” showed  no  marked  change 
whatever,  while  the  columns  of  “ bullion”  and  “ reserve  ” shrank 
in  a way  fully  accounting  for  the  rise  in  the  rate.  Nothing  could 
more  clearly  illustrate  the  normal  differences  between  the  two 
periods.  In  its  depressed  and  dormant  stage.  Credit,  on  the  large 
scale,  seems  incapable  of  being  roused  into  playing  any  part  in 
connection  with  temporary  disturbances.  It  neither  rises  much 
above,  nor  descends  much  below  its  current  status ; while,  in  its 
later  and  more  susceptible  stage,  it  responds  readily  to  any  breeze 
that  blows.  In  one  respect,  however,  all  these  events  are  alike. 
They  are  all  docile  to  the  corrective  influence  of  the  law  of  demand 
and  supply,  which  springs  into  instant  action  to  restore  equilibrium 
between  Credit  and  loanable  Capital,  bringing  back  the  rent-rate  of 
loans  to  a point  of  adjustment  to  the  normal  stage  of  Credit.  It  is 
perceptible,  however,  that  the  process  of  adjustment  is  more  rapid 
in  the  first  than  in  the  second  stage  of  the  Cycle,  while  in  the 
latter  part  of  the  third  stage,  as  we  know  to  our  cost,  this  healthy 
kind  of  adjustment  becomes  impossible,  and  collapse  ensues.  In 
1859  and  1869  a month  or  two  sufliced  to  restore  equilibrium;  in 
1852  and  1862  it  required  more  than  a year,  because  Credit  was 
largely  implicated;  in  1857  and  1866  Credit  was  destroyed  al- 
together. 

For  the  commercial  classes  of  this  country  it  is  a good  thing  to 
know  that,  though  they  cannot  control  the  occurrence  of  political 
and  social  events  which  so  often  fret  the  flow  of  the  great  stream 
of  finance, — yet  during  at  least  four-fifths  of  every  decennial 
Cycle,  a natural  remedial  force  is  constantly  ready  and  able  to  sub- 
due the  violence  of  any  disturbing  wave.  And  in  proportion  to 
their  sense  of  this,  should  be  their  jealousy  of  schemes  wdiich 
might  weaken  so  beneficent  a force  by  tampering  with  its  essential 
condition,  that  Credit  must  be  based  upon,  and  convertible  into 
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a ;tual  and  solid  Capital.  During  the  last  foar  years  not  much  has 
b3en  heard  of  the  agitation  for  what  is  called  “ Dree  Banking,” 
n eaning  the  right  of  all  and  sundry  to  issue  paper  money ; the 
I'l  ‘ason  probably  being  that  during  a period  of  plethora  there  is  an 
iiistinctive  feeling  of  anomaly  in  any  sucii  claim,  and  because 
cheap  money, — if,  indeed,  money  could  be  clieapened  by  any  paper 
e epansioa,  has  for  the  time  ceased  to  be  considered  a panacea  for 
b id  trade.  But  so  soon  as  Credit  begins  to  tread  closer  on  the 
h^els  of  the  reserve,  when  bills  are  pressing  to  the  Bank  counter 
ii.  numbers  that  gain  upon  its  resources,  and  cause  the  rate  to  he 
ri  ised  to  the  protective  and  corrective  point,  it  will  inevitably 
oi'Ciir  to  somebody  that  the  disturbance  created  by  the  relative 
e;:cess  of  Credit,  would  be  more  pleasantly  cured  by  adding  a little 
more  Credit  in  another  form  than  by  the  expensive  process  of 
SI  mmoning  Capital  to  the  rescue.  And  at  a later  stage,  when 
C -edit  has  grown  strong  and  over-confident,  and  is  verging  towards 
n mpancy  and  rottenness,  and  has  taken  to  iieady  stimulants,  and 
d:  earns  of  profits  to  be  gathered  from  every  swamp  and  wilderness 
ir  the  world,  and  is  at  last  brought  into  sliattering  contact  with 
fa  ct,  there  will  be  abundant  indignation  evoked  by  the  necessity 
tl  at  debts  which  have  outrun  profits  must  be  paid  in  hard  cash, 
■w  hen  soft  paper  would  so  much  better  have  served  the  purpose — 
oi  the  debtors.  If  in  187o  the  remembrance  of  1866  could  be 
k'spt  as  fresh  and  vivid  in  all  minds  as  it  has  been  during  the  last 
fc  ar  years,  the  action  of  the  natural  law  oi“  demand  and  supply 
w ould  then  correct  all  incidental  disturbances  of  Credit  as  certainly 
at  it  has  done  in  the  earlier  stage  of  the  Cycle.  However  active 
business  might  be  even  in  1876  or  7,  if  only  it  were  sound, — that 
is  if  Credit  were  solidly  based,  if  the  securities  offered  for  loans 
were  good  and  negociable,  no  mere  enlarged  competition  for  loans 
would  cause  a Panic;  and  the  Economic  action  of  price  in  mobili- 
SLig  and  diffusing  ready-money  Capital  would  render  simply 
in  possible  such  a phenomenon  as  30  millions  of  bullion  and  a rate 
of  3 per  cent,  just  across  a narrow  strait,  while  we  were  gasping 
fo  ■ it  at  10  per  cent.  But  when  once  securities  on  any  wide  scale 
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have  become  tainted  with  doubt,  what  conceivable  manipulation  of 
currencies  could  disinfect  them,  and  avert  the  great  wave  of  com- 
mercial pestilence  which  they  induce^ 

If  there  be  any  truth  in  the  considerations  that  have  been  urged, 
we  should  for  the  present  be  entirely  safe  from  such  a catastrophe ; 
but  we  are  entering  upon  a period  whicii,  while  it  will  give  to 
energy  great  scope  and  probable  reward,  so  far  from  dispensing 
with  the  need  for  caution,  really  demands  it,  lest  the  first  seeds 
should  soon  be  sown  of  evils  equal  in  magnitude  to  those  of  the 
past.  If  the  cotton  trade,  for  instance,  is  now  making  profits  on 
such  a scale  as  to  obliterate  the  painful  memories  of  six  years,  it 
would  be  as  wise  to  ask  the  elements  to  forego  tlieir  naiural 
tendencies,  as  to  recommend  men  of  means  and  skill  not  to  increase 
the  tremendous  scale  of  competition  existing  in  that  trade. 
"Whether  the  hardy  operators  to  whom  the  President  of  the 
Chamber  of  Commerce  lately  referred  as  building  new  mills,  might 
have  prudently  waited  to  learn  more  of  the  limits  within  which 
the  price  of  cotton  is  to  range,  and  of  the  effects  of  the  renewal  of 
Drench  and  German  competition,  — is  a matter  for  their  own 
consideration.  As  regards  general  Dinance,  it  need  scarcely  bo  said 
that  the  skv  is  not  serene.  The  war  which  has  destroved  so  vast 

V'  V 

a mass  of  fixed  Capital,  is  followed  by  an  indemnity  which  will 
cause  as  vast  a displacement  of  floating  Capital,  ^luch  of  this  will 
be  withdrawn  from  productive  employment,  and  sunk,  with  many 
millions  more  of  European  money,  in  that  least  productive  of 
investments,  military  establishments.  Grand  armies,  which  are  huge 
explosive  machines,  will  be  created,  with  A’indictive  passions 
smouldering  about  them ; and  Commerce,  which  hates  these  things 
worse  than  Hature  abhors  a vacuum,  will  have  to  work  in  the  presence 
and  with  a constant  sense  of  these  disturbing  elements.'’-'  IS^o  doubt 


* The  evil  omens  here  recited  did  not  include  the  contingency  of  civil  war 
•n  France,  which  has  since  supervened  to  crown  the  misfortunes  of  that 
unhappy  country.  The  natural  and  prompt  result  of  this  event  has  Leen,  that 
our  cash  reserve  has  once  more  fallen  hack  into  the  plethoric  condition  which 
the  reUirn  of  peace  had  already  begun  to  modify.  Xot  only  are  the  loans, 
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i1  will  work.  The  Credit- Cycle,  like  other  natural  products,  is  liable 
t)  arrested  development;  hut  normal  tendencies  remain,  and  their 
g;  gns  must,  in  due  course,  emerge  to  the  surface.  The  rise  in  the 
I ank  rate  last  week,  after  an  addition  of  millions  to  the  stock  of 
bills  current  or  “other  securities,”  would  seem  to  he  an  indication  of 
g rowing  activity,  hut  the  imminence  of  largo  foreign  loans  renders 
ii  unsafe  to  assign  the  hardening  tendency  to  any  single  cause. 
I would  distinctly  decline  the  risky  function  of  prophecy,  pre- 
f u’ling  to  follow  the  course  of  events  at  a modest  distance,  and 
draw  such  conclusions  as  they  seem  to  justify. 
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V hich  the  indemnity  rendered  necessary,  for  the  present  suspended ; but 
n mch  continental  capital,  which  would  soon  have  been  drafted  away,  must 
f ir  some  time  remain  in  England.  The  discount  rate  has  therefore  again 
I een  reduced  to  2|  per  cent.  In  spite,  however,  of  this  exceptional  and 
ti  mporary  symptom,  it  is  clear  that  the  forces  which  induce  an^  characterise 
t le  second  stage  of  Credit-growth  are  in  energetic  action.  The  item  of 
‘ other  securities  ” in  the  Bank  return  of  April  llth  stands  at  £21,630,866. 
^ '^ery  various  classes  of  stocks  are  becoming  much  enhanced  in  value.  The 
i icrease  in  railway  traflB.cs  is  extraordinary,  and  the  principal  lines  show  a 
f irther  considerable  advance  in  prices  beyond  those  stated  in  p.  97.  These 
f lets  are  rendered  all  the  more  significant  by  the  discouragement  and  appre- 
1 ension  in  the  face  of  which  they  occur. — April  iTth. 


